DG 99- 060
ENERGYNORTH NATURAL GAS, | NC.

Petition for Approval of Recovery Mechani sm
for Costs Related to O ean-Up of Manufactured Gas Sites

Order Approving Settlenent Agreenent

ORDER NO 23.303

Sept enber 20, 1999

APPEARANCES: McLane, Graf, Raul erson and M ddl et on by
Steven V. Canerino, Esq., for EnergyNorth Natural Gas, Inc.;
O fice of the Consuner Advocate by F. Anne Ross, Esq. for
residential ratepayers; and Larry S. Eckhaus, Esqg. for the Staff
of the New Hanpshire Public Utilities Conm ssion.

PROCEDURAL HI STORY

On April 20, 1999, EnergyNorth Natural Gas, Inc. (ENGQ)
filed wwth the New Hanpshire Public Uilities Comm ssion
(Comm ssion) a Petition for Approval of Recovery Mechani smfor
Costs Related to O ean-up of Manufactured Gas Sites. ENGJ has
identified six sites in New Hanpshire at which ENG or its
predecessors operated manufactured gas plants (M3P). These sites
are in Concord, Dover, Keene, Laconia, Manchester, and Nashua.
In addition, a seventh property in Franklin is the site of a
former gas hol der that may have contam nants from manufactured
gas that was stored there. It is ENG's position that the M3P-
related sites were owned and operated by ENG or its predecessors
in conpliance with applicable |laws and standards of the day, but

t hat changes in environnental |aws and regul ati ons since the M3Ps

ceased operations have created actual and potential liability for
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ENG relating to the investigation and renedi ati on of
envi ronmental contam nation at these sites.

ENG seeks Comm ssion approval of a nechani sm under
which it will ultimately be able to recover deferred
envi ronnent al expenses after a show ng by ENG@ that such cl ean-up
expenses had been prudently incurred. Approval of such a
mechanismis not intended to provide for such recovery unless and
until ENG establishes that the clean-up expenses were prudent.
Under this process, the Conm ssion would not reinvestigate or
review the prudence of the M3P operations each tine it revi ewed
the environnmental renediati on expenses.

On May 5, 1999, the Conm ssion issued an O der of
Noti ce which schedul ed a Prehearing Conference for May 21, 1999.
There were no tinmely Motions to Intervene filed. The Ofice of
t he Consunmer Advocate (OCA) intervened on behalf of residential
rat epayers pursuant to RSA 363: 28.

On July 15, 1999, Public Service Conpany of New
Hanmpshire (PSNH) filed a Petition for Late Intervention. On July
26, 1999, ENG filed an bjection to PSNH s Petition for Late
I ntervention. On August 3, 1999, PSNH filed, in accordance with
t he approved procedural schedule, the pre-filed D rect Testinony
of Ronald P. Klattenberg, Supervisor - Environnmental Services.
On August 26, 1999, the Comm ssion granted PSNH full intervention
in the proceeding, subject to the limtations that it accept the

approved procedural schedule and that PSNH s intervention is
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limted to i ssues other than ENG’'s recovery nechani smor the
potential sharing of renediation costs between ENG’s
sharehol ders and ENG 's custoners.

On August 31, 1999, Staff filed a Settlenment Agreenent
(Settlenent) entered into by and anong ENG, OCA, and Staff. On
Septenber 7, 1999, PSNH filed a Petition to Wt hdraw
Intervention. PSNH obtained the concurrence of ENG and Staff
for its petition. The OCA took no position with respect to the
petition. A hearing on the nerits was held on Septenber 8, 1999.
Appear ances were nmade by ENG, OCA, and Staff. PSNH was not
present. Testinony supporting the Settl ement was presented by
ENG 's witnesses Mark G Savoi e, Manager of Regulatory Affairs,
and Kenneth M Margossi an, Executive Vice President.

[1. SETTLEMENT AGREEMENT

ENG, OCA, and Staff agree that ENG’'s petition should
be approved subject to the Settl enment Agreenent which contains
the foll owm ng provisions:

1. Prudence of MEP Cperations. ENA and Staff recommrend that
the Commi ssion should find that the waste products from
operation of the MaP sites were stored and di sposed of by
ENG and its predecessors in a prudent manner in accordance
with the practices of the tine, and that the alleged
contam nation of the MG sites and surrounding areas is
consistent with such operations. OCA takes no position with
regard to the foregoing.

2. Rat e Recovery Mechanism ENGQ, OCA, and Staff agree that the
prudently incurred environnmental investigation and
renedi ation costs related to environnental clean-up, as well
as litigation and other efforts to recover these costs from
third parties, arising fromor related to the M3 sites
shoul d be recovered through rates as foll ows:
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a. Costs related to environnental investigation and
renedi ation arising fromor related to the M3 sites
and costs arising fromor related to clains against
third parties for such investigation and renedi ation
shall be submitted to the Conmi ssion annually for
reviewwith ENA’'s winter cost of gas filing. Upon a
determ nation that such costs were prudently incurred,
the costs shall be recovered through rates in the sane
manner as the costs that were the subject of DR 97-130,
except as provided in Section 2(e) below. In any such
review or proceeding, the issue of the prudence of the
hi storical operation of the M3 sites and the
hi storical storage and di sposal of hazardous waste
therefromby ENG@ or its predecessors shall not be
subject to review!

b. The amounts authorized to be recovered in accordance
with Section 2(a) shall be booked as a deferred asset
and shall be recovered through a surcharge in rates to
be coll ected over a seven (7) year period.
Anortization of the deferred asset shall begin when
recovery of the asset is included in rates. The
unanortized bal ance of the asset shall not be included
in rate base and shall not accrue carrying costs,
except as provided for in Section 2(e). The surcharge
shall be applied to all sales and transportation
custoner classes taking firmservice, on an equal per
therm basi s, unless specifically excepted.

C. Any anmounts received fromthird parties, net of the
costs of obtaining such paynents, shall be applied to
reduce any unanortized bal ance authorized to be
recovered through rates. Such anmount shall be applied
by reducing the anortization period, rather than
reduci ng the per therm anmount of the environnental
sur char ge.

d. The cost recovery nechanismset forth in this
Settl ement Agreenent shall apply to all costs incurred
with regard to environnental renediation and
investigation related to the MEP sites (including costs
related to pursuing clains against third parties),
subject to a deternination of prudence of the actua
costs incurred as set forth in Section 2(a) above.

e. The net anount recoverable by ENG in any year (a year
bei ng neasured fromthe beginning of the wi nter period)

1t is the parties' intention that the issue of the
prudence of clean-up and di sposal of hazardous waste fromthe M3P
sites that may occur in the future shall be open to a prudence
review in association with any request by ENG@ for rate recovery
for the costs arising fromsuch cl ean-up and di sposal .
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shal | be capped at five percent (5% of ENA's total
revenues fromfirmgas sales plus total inputed gas

sal es revenues for firmgas transportati on custoners.?
For purposes of calculating the denominator (i.e.

total gas sal es revenues) by which the nunerator (i.e.
net anount recoverable through the surcharge) is

di vi ded, the denom nator shall be cal cul ated based on
total revenues for the nost recent twelve cal endar
nmont hs ending prior to the date on which ENA files its
request with the Conmi ssion seeking approval of the
surcharge. To the extent that the anount eligible for
recovery exceeds the cap, the excess anount shall be
carried forward and recovered in the subsequent year or
years, subject to the inposition of the sane cap in
each subsequent year. The anount that is carried
forward shall accrue interest. The interest rate is to
be adj usted each quarter using the prinme interest rate
as reported in the Wall Street Journal on the first day
of the nonth preceding the first nonth of the quarter

[11. COVM SSI ON ANALYSI S

After careful review of the Settlenment Agreenent and
the testinony and exhibits offered at the Septenber 8, 1999
hearing, we find that the Settlenment Agreenent is reasonable and
in the public good. W agree wwth ENG and Staff that the waste
products fromthe identified MeP sites were stored and di sposed
of by ENG and its corporate predecessors consistent with the
practices of the tine. At that tine, those storage disposal
actions were considered prudent. W note that the OCA took no
position in the Settlenment as it pertains to this issue. Qur
finding that the operations of ENG and its corporate
predecessors were prudent is consistent with past decisions nmade

by the Conm ssion. See EnergyNorth Natural Gas, Inc., Oder No.

2| nputed revenues fromsales of gas to firmtransportation
custoners shall be cal cul ated based on ENA@’s system average gas
costs or gas supply costs by rate class, whichever may apply.
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22,943 (May 19, 1998) and Northern Utilities, Inc., Oder No.

23,046 (Cctober 27, 1998). Further, we approve the recovery
mechani sm agreed to by ENG, OCA, and Staff and will evaluate the
actual rate itself within the context of ENG’'s w nter cost of
gas proceedings. At that tinme, the Conm ssion will be afforded
the opportunity to scrutinize the costs incurred by ENG to
remedi ate its former MGP sites.

The Settlenment refers to EN@ and its predecessors. 1In
rendering this decision, the Conmssion interprets "its
predecessors” to refer to ENG’'s forner, corporate entities as
opposed to other non-related third parties who fornerly owned the
MGP sites.

We continue to be pleased with ENG’'s aggressive
pursuit of insurance and third party recoveries. Any recoveries
obtai ned by ENG have the potential to significantly reduce the
remedi ati on costs ENG seeks to recover fromits ratepayers,

t hereby providing a real benefit to ENG’'s custoners. Therefore,
we encourage ENG to continue pursuing recoveries which are

prudent .

Consi stent with our decisions in prior dockets
regarding ENG’'s Concord M3P site, we find that sharing of the
burden of the renedi ation costs between ratepayers and
sharehol ders is appropriate. The recovery nechanismin the

Settlenment that prohibits carrying costs or rate base treatnent
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of the deferred assets ensures that renedi ati on costs shall be
borne by both ratepayers and shareholders. ENG’'s w tness Mark
Savoie testified that, over a seven-year period, sharehol ders

w || absorb approxi mately 20% of the renedi ati on costs by not
being all owed carrying costs on the unanorti zed bal ance of the
deferred asset. The recovery nechanismis al so consistent with

our decision in EnergyNorth Natural Gas., Inc. 80 NHPUC 382, 386

(1995), cited in Northern Utilities, Inc. Oder No. 23,046, which

st at es:
Consistent with the recovery nechani sm approved in
DR 93-168, any recovery, such as settlenent with Ud,
net of costs, will reduce the total anmpbunt to be
recovered through rates. But rather than sinply
| owering the anbunt to be collected over the renaining
anortization period, we will require ENG to credit the
recovery to the end of the anortization period, thereby
shortening the tinme of ratepayer recovery. This should
serve as an additional incentive to ENG to obtain any
potential recovery quickly, as the anount recovered

wi Il reduce the carrying costs being absorbed by
shar ehol ders.

We continue to believe that our decisions in those proceedings to
apply third party recoveries to reduce the anortization period
serve as a strong incentive for the utilities to reduce the costs
borne by its ratepayers for environnental renediation.

W will continue to require ENG to report each year
as part of its winter cost of gas proceeding, the status of the
cl eanup recovery efforts with third parties. |If there are
adj ust nents necessary to the environnental surcharge nechani sm
ENG and any other party or Staff should nmake recommendati ons as

part of that proceeding.
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Lastly, we will approve PSNH s Petition to Wthdraw
Intervention. PSNH did not actively participate in the
proceedi ng, did not sign the Settlenment Agreenent, nor did PSNH
appear for the hearing on the nerits.

Based upon the foregoing, it is hereby

ORDERED, that the Settlenment Agreenent is APPROVED,
and it is

FURTHER ORDERED, that PSNH s Petition to Wthdraw
Intervention is APPROVED; and it is

FURTHER ORDERED, that ENG shall file a conpliance
tariff wwth the Comm ssion within ten days of the date of this

order, in accordance with NNH Adm n. Rules, Puc 1603.02(Db).
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By order of the Public Uilities Conmm ssion of New

Hanpshire this twentieth day of Septenber, 1999.

Dougl as L. Patch Susan S. Gei ger Nancy Brockway
Chai r man Comm ssi oner Comm ssi oner

Attested by:

Thomas B. Getz
Executive Director and Secretary



